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W. Michael Blumenthal

THE WORLD ECONOMY

AND TECHNOLOGICAL CHANGE

he years since the mid-1970s have been an unusual and
disquieting period. Even before the events of last October 19
there was a growing sense that something was not quite right
in America’s economic life. The system appears no longer to
be working as it should.
On economic matters, we seem to be governing ourselves
less adequately than at any time since World War II; sometimes
we seem to be confronted by factors and forces that we cannot

- quite understand, let alone predict or correct. We find our-

selves more and more in an environment of unaccustomed
economic uncertainty and instability, both at home and abroad,

" and with no real consensus on what is happening, what is

causing it, or what should be done next.

- In the postwar period we often confronted severe economic
challenges at home and abroad, and we met them—not always
perfectly, but certainly quite adequately and, in fact, rather
well. Our domestic economic policies enjoyed a broad degree
of support and met our needs. We created new international
institutions and, on balance, they did the job. The depth of
our problems was not an impediment to effective economic
management and positive progress.

Can there be any doubt that we are not presently tackling
the problems of the 1980s with equal understanding, imagi-
nation and success? Look first at our domestic scene:

—We are burdened with a federal budget deficit of unprec-
edented proportions, year in and year out, even in times
of relatively satisfactory employment and growth. There
is broad agreement that the risks are great, but not on
much else. The nation with the world’s largest and most
sophisticated economy has so far been incapable of finding
a way out.

W. Michael Blumenthal is Chairman and Chief Executive Officer of the
Unisys Corporation, and served as Secretary of the Treasury from 1977 to
1979. This article is drawn from the Elihu Root Lectures delivered to the
Council on Foreign Relations in November-December 1987.
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—We are running huge deficits in trade and current ac-
counts which stubbornly fail to dissolve, even two years
after our currency has been devalued relative to the
world’s other principal currencies by more than 40 per-
cent. Most predictions as to the timing of any real improve-
ment have so far been wrong—much to the consternation
of the experts, who can no longer adequately explain
exactly what is going on, let alone predict when and by
how much the numbers will change.

—We are the richest nation on earth, yet we are now also
the world’s largest debtor. At the current rate we will
soon owe more than all of the rest of the world’s debtors
combined. There has long been agreement that this state
of affairs cannot last, yet it has—and no one can be sure
exactly what will happen next.

We have an unstable currency and cannot quite decide

whether to support it or not. When we have tried, the

effort has generally failed or at best only brought tempo-

rary respite. We have worried, and rightly so, about the
possibility of a dollar “‘free-fall”” and its longer-run political
as well as economic implications.

—We have experienced two serious energy crises, providing
clear evidence of our unhealthy dependence on inherently
unreliable external sources of energy and of the impor-
tance to economize and increase the efficiency of energy
use. Yet today we have largely abandoned even the pre-
tense of a national energy policy. In spite of recent histor-
ical experience, we cannot even agree whether one is
needed at all.

—We have the lowest savings rate of any developed country
in the world and do not understand why, though we

recognize the urgent need to save more and to reinvest to
improve our global competitiveness. But since we fail to
understand why we do not save more, we are unable to
agree on how to change our domestic policies to promote
our critical investment needs from within.

—In the midst of general prosperity and growth, amid a
national binge of borrowing and consumption, we tolerate

year after year grave pockets of poverty, distress and deca

in this land. The consequences of these structural imbal-

ances are egregious for our young, for our educational
system, for the fabric of our social life. We know all this,
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but we cannot devise effective programs to combat these
national scourges, and the problem steadily worsens.

— Lastly, of course, we are now caught up in unprecedented
securities market uncertainties, with excessive, sometimes
violent, up and down swings which threaten the stability
of the system. And again, no one quite knows what needs
to be done.

I do not believe that all has gone awry, that no positive
economic decisions have been made. That clearly is not the
case. But the list of serious problems is long, we understand
them less well than we should, and seem less able to come to
grips with them than in earlier times. The result has been a
growing sense of concern and frustration at large amid a
stagnation of official thinking and positive action, and much
empty rhetoric, wishful thinking and general drift.

We are not alone. Japan, for example, is also faced with new
factors and forces which policymakers have yet to master. The
past mix of domestic demand management and export pro-
motion no longer makes sense. The yen is rising to historical
highs and competition from newly industrialized countries is
displacing Japanese jobs and ‘‘hollowing out” the industrial
base. Meanwhile, Japanese structural surpluses on trade and
current accounts have remained largely impervious to efforts
to create better balance. In some European countries unem-
ployment has risen to postwar highs, and the European Eco-
nomic Community faces a mounting crisis with agricultural
surpluses which threaten the fundamental structure of the
Community system. _

At the same time, such serious world issues as the debt of
the Third World and rising protectionism linger, with few new
ideas and no decisive action in sight.

II

What is the cause of all this uncertainty and change? Why
the difficulty in understanding what is under way?

No single reason adequately explains what has occurred. But
I believe there is one circumstance which overshadows all else
and has set the current period apart: unprecedented, deep and
continual technological change. In the 1970s and 1980s ex-
traordinarily rapid technological change has thrust upon us
new and as yet unresolved problems of governance in the

national and international spheres.
"Thiere appears-to-be-a-fundamentallag-between the-current-,

(
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}ta.__g_e--__of—t'c;ghnologica-]'?hgﬁg“é*a‘rﬁ“ﬁ‘??“ﬁtéaﬁf“’ﬁﬁjﬁtﬁbmjy :
t’hese‘cﬁa—n'gfes—amongAdéfiiiWﬁ’l@TT‘I?fﬁﬁéj@@iﬁWevolV?s
mych-more«rapidIy-_th‘éﬁ:th‘e:bodmﬁﬁéf‘cmtmb:cr'eates::v
gt-r:ainﬁﬁazs‘tfes_séwﬁiéﬁiléa*d:toﬁs;lﬁcaﬁon‘s,’:infs’tﬁtﬁli’ﬁe—s:ﬁﬁd"
Ragl_yﬂsi_s_@&aﬁt-i‘an:-.-tand—sometimes*per»vers—e:respon;s,eﬁsmThis is
what characterizes our situation today. The problem is further
complicated because the p-\ni-vate:sfcic_—t-Qr:aec-ept-s:techno-logjca“lg
c@angexmore;r-apid-]:y;than_the.g.%;mm-ent-?:‘

Today’s situation differs in one fundamental aspect from
earlier periods of rapid technological change (e.g., during the
invention of the steam engine or the telephone). “Fhe curren=
period:of:reye-]-utionar‘y:ch‘aﬁgéiisfro‘één_rﬁn‘g:in1=a=m-u-c—h=mor@%
in-&e_ndcpgxlgggxl;rmarld.in_whj@:pur@ly:or:largely,:nafiona—Juef ‘
iO-EtS-t-&adaB&:_t:Q:_Gh_mgG-.Aa:\ée:eeasedzt:oxsufﬁee.——-F urthermore, # -
existing international institutions have been rendered obsolete
by technological change, and the capacity for making interna-
tional reforms is even less developed than that for making
domestic reforms. In the absence of adequate institutions,
progress on adjusting to the new technology is reduced to a
slow crawl.

II1

What is the new technology? :

The range of significant recent technological changes is large
and diverse. But one development, I believe, lies at the heart
of many of the changed circumstances with which we must
come to terms. ]

We need to understand, and master, the full implications of
the ae,ee-l,eggggg:gdyancesﬁnfrﬁifméléétﬁéﬁi‘e‘s;:whiéﬁzlm"gﬁh
w‘itiﬁftfhéfhv““e‘m’ié_n:éf?tfrffn‘sistorsrzTFB‘e‘l'l’-’B?ib“ﬁﬁTtories-iﬁ:1‘947—:—=
a’-de“_%W-céﬁfiﬁ_ué'd—a'-decade—later-by—fh?:?iéwiopmem:of:

<integrated=circuits>—the ability to group a large number of
transistors on a single silicon chip.

Through miniaturization it has been possible, on the average,
to double the number of transistors on one tiny chip each year
since—with dramatic implications for performance and, above
all, for cost. As a result one random-access memory chip can
today accommodate as many as one million bits, which is
125,000 separate characters of information, on a device no
bigger than a fingernail and at a tiny fraction of the earlier
cost. The scientists at Unisys assure me, based on work now in
progress in the laboratories, that we will soon be able to place
four times as many characters on that same small device.

!,; ._ ‘ -.z,-"v? A . A e it s P D 4-3
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'tn:;r:jvg; The results have been _SP_CCL?_C‘{@I:, _iffl_‘gfiii'wefachie_ved—t—hefA»: .
) creates a@ﬁu;y—;tqhand'l’e'fa‘s’“mafiT_y'a_»sj3§?.T)OQ_-a_r;t.‘l}Tg;1?operat1~on‘57p?ﬁ“~»» .
ities and : second ni?’r?)e*compﬁtelf;‘“{(})zlly—g(.); ryegﬁ_lgt:ef,‘:iwe:tl'eatned,"t"()';-,-,~-», Y
. This is ban'd'ljeﬁ“s”maﬁ‘y ‘Zs:8‘QQmﬂlToﬁ arithmetic operations persecond - .
further <in::aismg:lexompﬁfer.“:By the end of this decade that number
ological will have been far surpassed. _
Another extraordinary development of the 1960s, the mi-
ct from croprocessor, is now affecting our lives in even more startling
ring the and revolutionary ways. For this breakthrough now enables us
current to combine not merely within one computer, but on a single ' i
h more small chip, a vast array of complex fieﬁat_lil:gi g\n;d_f‘uﬁn_cfl»oﬂif_oi
onal ef. both memory and logic processes. A single standard” micro-" > 1
ArMmore <processor <can handle as many -as-20- millien- 1,r—1-d~1-.v\1d-u-a-lr-a»n'd- LI i
‘bsolete rvarre—ﬁ“iﬁStrqcUons'per‘se'c.oncli-:-An--annual*a»t—e—of;mcfrcarse—qf ‘-
nterna. ~20-percent in-that ‘capability.is likely-for years-to come.. This ‘ ; -
making revolution with regard to size, speed and complexity has equally e
butions revolutionized cost, which has dropped by over 90 percent in 1
ed to a the last two decades and continues to decline steadily year after |
| year, albeit now at a decreasing rate. N
| The effect on-an ever increasing-range-of human-endeavors- t
| is-as profoundas it is pervasive. And what makes it particularly - .
| powerful is that all this has occurred in conjunction with far- -
!is large .reachmg changes in other technologle§ as well.. The most .
- heart important of these changes have been in jet aviation, space '
b must satellites, biotechnology and, especially, the technology of new .
| materials, _partxcular]y ceramics and glass fibers.
Eions of f’fhe *impac.t" oh_f C()m‘muni’c.a’t‘i’()ﬁiar’l‘d’:traim-sp(:),r:t;ai-i(!n .fhas— had - ==
;began special meaning. Our capability to establish virtually instanta-
\ 1947 neous wor]dyv.lde electljomc lmk.s, combined W.lth the technol-
ent of ogy of television §atelhtes and jet transportation, has revolu-
ber of tionized how we live, where we go and what we do.
| Technological breakthroughs invade every aspect of our
}era e lives. Just four decades ago the world had just one computer,
*h y galj thq ENIAC, built at th.e.University of Pennsylvania in 1946. It
' above welghed .30 tons, utilized 18,000 vacuum tubes, stood two
Eip can stories high and covered 15,000 square feet. It cost many
ich is millions. ' .
ce no : Ten years [ater, in 1956, there were but 600 computers In :
arlier the entire United States. Two decades ago there were 30,000. .
ow in In 1976 there were about half a million computers in use across |
place this land. Today there are several million, and we now estimate
that by the end of this century half of all the households in the .
United States will have at least one free-standing computer. g

Declassified and Approved For Release 2012/10/22 : CIA-RDP90-00530R000300610004-3
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Within less than three decades of the birth of the computer
age, the industry was producing, for a few hundred dollars, a
microcomputer that was 20 times faster than the ENIAC, ten
times more reliable, required 3,600 times less power and took
up 300,000 times less space! Today, untold numbers of micro-
processors perform a myriad of complex tasks in factories,
offices and homes.

The results? In the seventeenth century it took Johannes
Kepler four years to calculate the orbit of Mars. Today a
microprocessor can do it in four seconds flat.

In factories, parts are conceived, designed and produced at

one-hundredth of their old cost and in a fraction of the time.
Robots with preprogrammed microchip brains do complex
routines requiring superhuman strength and handle the chores
that are particularly dangerous or dull. They can hear, see and
touch. In automobiles, a single throwaway microprocessor con-
trols ignition, fuel, suspension and brakes, and almost every-
thing else that makes the car go.

Information-has-become-thekey-to-modern-economic-activ:—=
fity‘—‘—ii"“b‘a'si"c‘resourcevaSYi'mportantftoday~ra»srcapi,tal,Fla-n-d—andwh;‘fé
labor-have-been in-the pastz Information is not and cannot any
longer be geographically limited or confined. Fhe -new-tech-- .. :
(n.Q].og_y:ngygs-..j;téin,s,ta-ntaneous—l-y -across—national-boundaries;— - -~ '
anywhere-and at -any-timeé. We are, in fact, not far from the
point where the entire store of human knowledge is available '
worldwide and where new developments and changes are com-
municated in split seconds to anyone, at any place on the globe.

‘Fhe-combining-of electronics-with ‘biotechnology and-the - »
-application of ‘engineering methods to the study of live-organ-.__
dsms. are- resulting-in—equally “stunning -new--possibilities—for--
mankind; in agriculture, we have raised productivity substan-
tially and have grown plant species in new environments; in
genetics, we are learning to reprogram and create new proteins
nonexistent in nature, and can now utilize these techniques to
unlock the genetic code with dramatic implications for world
population growth, medicine and health.

Medical science has leapt ahead. CAT scanners provide com-
posite images with resolution beyond the capability of conven-
tional X-ray machines. Expert systems can suggest diagnoses
from a menu of thousands of symptoms and hundreds of
diseases.

Fhe-new technology—-has- fundamentally-altered-what-we .
produce and how.we-do-it; what we trade; how we commiini:~
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rcfa'ter,—and‘:how--quiElZly‘a'na:WiHEly‘mformatlon"can*be’pa‘sse*d:’ :

along:—wh o-travels-and-by-what-means;-h ow-we-educate-our=—=

be put on a single video

chest.

great and I have not forgotten 1t since. When I was growing
up in China, that illiterate peasant’s horizon and knowledge
about the outside world was limited by the distance he could
walk or, if he had one, peddle his bicycle. 1 doubt that he would
have ever been to the provincia] capital, Hefe,

many kilometers away.

In sum, the world is not what it was only a few short years

ago.

v

World industry and commerce are being reshaped by tech-
nological change in many other ways, as are the national and
international problems to which new technologies give rise.

We are witnessing the development of entirely new materials,
and we can now endow old ones with changed and vastly
enhanced new properties to reduce cost, improve strength, add

flexibility and so forth.

Older materials like copper, tin, aluminum, even steel are
increasingly faced with new competition and the threat of
obsolescence, with potentia]ly serious impact on the economies

Declassified and Approved For Release 2012/10/22 : CIA-RDP90

children-and-care-for-thé-sick;~how~we-compose=1i usiccand——
write-books. So little has remained the same that we can no
longer hope to govern our affairs as before. Because of the
microchip, mankind can now accumulate, store, manipulate,
access and utilize information, data and knowledge in vastly
more efficient ways and in volumes exponentially greater than b
only a few short years ago. Ten billion bits of information can
disc no larger than a phonograph.
:‘ record. The entire contents of the Library of Congress can be
stored in a cabinet hardly bigger than a medium-sized medicine

A-simple little experience impressed upon me the scale of
these changes more deeply than anything else. Not long ago,
far from high-tech civilization in the interior of China’s Anhui

rovince, a local farmer showéd me his new television set on
which he was just then watching excerpts of the ABC evening
news, featuring Sam Donaldson, firing pointed questions at the
president as he boarded his weekend helicopter—but of course
getting not much more than a cheerful grin and a wave in
return, even in dubbed Chinese. The farmer thought it was

not all that
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of countries such as Bolivia, Chile, Peru and others in Southeast
Asia and Africa.

Secondly, as noted previously, the impact of technology on
agriculture is probably as profound as it is in industry. Biotech-
nology and biogenetics are creating tremendous opportunities
for mankind but also present us with new challenges and
problems. Genetic engineering promises to revolutionize agri-
culture in the years to come. Genetically engineered seed and
the development of highly drought- and herbicide-resistant
species are likely to lead to rapid and continuing improvements
in productivity and total output, eventually making traditional
food importers largely self-sufficient and eliminating, or at
least sharply restricting, many markets for temperate-zone
agricultural goods. Further advances in productivity enhance-
ment, crop varieties and animal breeding techniques promise
to continue these shifts in the balance of world demand and
supply.

Technological change is also altering world trade. In fact,
for one who spent four long years in arduous negotiations to
lower tariff barriers and increase world trade, it is a sobering
thought that technological change appears to be having a far
greater impact on the nature and volume of international
commerce than all the trade negotiations since the 1948 estab-
lishment of the General Agreement on Tariffs and Trade
(GATT) combined.

Service trade was not a problem in the Kennedy Round
twenty years ago. Today, it is the issue. In-anadvanced-country—-
such-as-the United-States;75-percent-of-the work-forceismew ~ ~
employed-in-the-service-sector-overall;-and-two-thirds of that~
number-are connected in-one-way or-another with information—
or-with the'knowledge-industry-itself. The estimate is that by
the year 2000 only 15 percent of all employment in the United
States will be devoted to the manufacture of goods.

increasingly, then; a coutitry’s-coniparative advantage liesin—

“its ability to utilize effectively thenew-information-technology, —
in"the speed-of its absorption-into the productive process;-and
in the relative efficiency with-which-itis applied. Léss and less
it is the other factor endowments, the availability of raw ma-
terials or the cost of labor, that determines which country has
the advantage and which has the lowest total cost.

As the new technology becomes an important input of the
traditional production process, fundamental changes in the

- cost structure occur. As recently as a decade ago, for example,

WSRO0 0 R G ps PR Rt et T3 ek
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TECHNOLOGICAL CHANGE 537

many electronic assembly operations were being shifted out of
the United States, first to Japan and subsequently to Hong
Kong, South Korea or Taiwan.

Now a reverse move may be taking place. Labor cost differ-
entials between us and the Far East may, quite apart from
exchange rates, become less important in determining the
location of production or plant. For it is now high technology
applied to manufacturing, including robots and computer mod-
eling, that permits the introduction of “just in time”’ delivery
of inputs and high levels of automation and reduces or totally
offsets the advantages of low labor costs. At Unisys, we can
assemble computer terminals in the United States at a cost
roughly equivalent to the Far East, even though wage rates
differ substantially between our plant in Flemington, New
Jersey, and those in South Korea or Taiwan.

For a company like ours, the location of manufacturing and
service facilities for our worldwide operations can now be
determined more by market and customer considerations than
proximity to needed raw materials or areas with low labor
rates. Increasingly, we can ship products by jet and make
delivery from anywhere to any place on the globe in 48 hours
or less. :

My own view is that not only the interrelationships but also
the volume of world trade will as a consequence continue to
grow. Some trade flows have obviously become obsolete, and
there is a debate whether these are now or soon will become
so large as to offset the new opportunities being opened up.
Intuitively, I do not believe that to be so, but it remains to be
seen.

This enhanced interdependence is changing trade in another

important way: the-national-origin-of-a-product-is-becoming—

more-and=moredifficult-to~define-> As a smaller number of
large players are able to organize their operations on a world-
wide scale, their products cease to be truly American or Ger-
man or Japanese. Parts, components, subsystems, products and
services are intermingled and exchanged in ways that render
debates as to the final product’s national origin not much to
the point.

In the financial marketplace it is clear that technology, the
ability to develop and gain access to vast data bases, to handle
complex computing with lightning speed, and to communicate
instantaneously, has had a profound impact in at least four
critically important ways. First, information is now universally

530R000300610004-3 B
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available, in real time, simultaneously, in every financial center

~of the world. Second, technology has tied all the principal
countries and world financial and banking centers together
into one integrated network. Few countries or parts of the
world can any longer remain insulated from financial shocks
and changes, wherever they may occur. Third, technology has
made possible the establishment of a new, comprehensive sys-
tem and highly efficient world market to match lenders and
borrowers, to pool resources and share risk on an international
scale, without regard to national boundaries. F inally, technol-
ogy has engendered a vast amount of innovation or new “prod-
ucts,” mostly to hedge against changes in interest rates or
exchange rates.

Technology has made the system more efficient. But new
systemic and policy problems have also been raised, as the
recent unstable performance of the securities markets clearly
showed. The problem does not lie here. It lies rather-in the -
public séctor aﬁdfim“rp—oliﬁ*cﬁl‘an"dTnst'i‘tﬁtio‘mlflfffam‘eworflcﬁ\
where adaptation to 't&ﬁﬁﬁl@i'@:ﬂfchangefi‘silbwmn'dﬁwh'er’f%%
‘o;bsoletefiﬁﬁiﬁiimfmtm’od'edjﬁu*l'es,‘creat‘ett‘h‘e‘-'u‘ﬁc*éftiin:ty =\
and-tensions that have adversely affected the quality of mac-—
FOECONOmiC anagement in our newly plaralisticworld.—

A%

=H’owrwe'-ltltha:v-e:gov:e»r:nmeﬂ:t:s,fseve-rafl-ly:a-n.dfjoi-nt*ly;a‘dj:ust‘ed—:v
(t;he:i-r‘-t:hink‘i'ﬁg‘:aTr(i:'pra'ct'i'cGSTEOTmodemﬂ*echnolog-icar-lftren'd's?'f—“—w
How much progress has been made in developing new practices
and approaches that take account of what has changed?

The record is uneven at best. In most countries monetary
policy, for example, still reflects the illusion that the pursuit of
an independent national policy remains an effective and appro-
priate means of setting interest rates, controlling inflation and
influencing the overall level of economic growth. Individual
countries often still adhere to the obsolete notion that monetary
policy can be effectively managed nationally, and that not only
the sovereign right but also the power of each country to make
its own decisions and make them stick remain intact. Politicians,
central banks and finance ministries too often still hold to the ;
erroneous assumption that the national currency can be pro-
tected by unilateral intervention in the foreign exchange mar-
kets.

To an important degree, these concepts are out of date.
Purely national action on domestic policy and exchange rates

i W
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ial center has been rendered essentially obsolete by the growth of a true
‘principal world capital market of gargantuan size and many intercon-
together nections—the vast range of financial innovation with its array
ts of the of new money and money-like instruments crisscrossing
al shocks through the world’s computer and telecommunications net-
O]‘.)g)’ has works, without regard to borders, as fast as the speed of light.
nsive sys- The very question of what is the national money supply is no
ders and longer easy to answer. Determining how to control the supply
rnational nationally becomes equally difficult. The rules of the game
te“chnol— have changed fundamentally.
w “‘prod- The traditional monetary techniques of influencing the level
rates or of economic activity, in any case, no longer work quite as
before. We lack a clear idea of the real impact of financial
!But new: innovation, and whether the myriad techniques to hedge risks
1, as the have not taken much of the force out of traditional national or
ts clearly international policy moves. This is because technology has
Fr in the dramatically lowered transaction costs, and because the variety
i’ge‘y}? rk, and substitutability of instruments available to market players
' 1ere has greatly increased. It is doubtful, therefore, whether the old
¢ e?tamty techniques of influencing what the players do can have much
ilc;) mac- value if they remain unchanged. Yet that is still our situation
o today. . .
Controls and regulations that remain purely national in scope
: lose some of their effect unless they are at least compatible
adjusted with the larger international context. It is not that national
] trends? rules and policies are obsolete or no longer needed. On the
g}r actices contrary, each government has an even greater responsibility
) than before to pursue sound economic policies at home. But
ronetary national measures cannot work unless close attention is paid to
;‘(llrsmt of what is being done elsewhere. Failure to appreciate the inter-
 appro- dependencies, and the continuing attempts to apply purely
tion and national methods to solve many of today’s problems, are im-
dividual portant reasons why our separate economies no longer respond
;Oorieéixiy to traditional government measures as before, and why the
to makz course of economic events has become so much harder to
liticians | understand and predict. L
d to thé j .Much needs to be done. As deregulaglon in individual coun-
b ! tries proceeds—itself a general worldwide response to techno-
© pro- logical change—we require much deeper consultation and
g€ mar- agreement on what kind of new rules should pertain in a much
of date broader range of a.ffairs. Kxthe, market.is.to-function-smoothlyr=—
| : : -eventually_there will have.to.be-agreement-on=moreskey=stand-——
ge rates §, : : - : :
| ards-for.international.banking-and-finance-including-aceount-——
¢
i
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x established on foreign soil,
¥ But international cooperation regarding banking rules and
regulations, -as far as it goes, is still the exception rather than
1 the rule. There is as yet little evidence that governments are
facing up to the need for a greater convergence of other
national security market rules, where the need is equally great.
That certainly remains a necessary next step. After all, “Black
Monday” showed us, more graphically than we might have
liked, how closely linked these markets have become and how
directly events in one place are mirrored elsewhere.

If there is one world market for capital and money then
there is, or soon will be, essentially one world market for
securities as well. You can buy Unisys stock somewhere in the

price level as import prices change, and on the level of eco-
nomic activity overall.
That is why the budget in Washington or in Tokyo or Bonn

» - 0610004-3
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is now a deeply international issue for all: the more so as

itions

gridlock in one place can lead to capital movements and ex-
s and ’ change rate changes, which in turn influence trade flows and
than ; give rise to protectionist urges elsewhere.
s are We must realize our structural interdependencies and adjust
>ther institutions to deal with a whole range of issues which simply
reat. did not exist at an earlier time, or at least not in their present

Black form, and which can now significantly influence the course of
economic affairs and international relations: energy, the envi-

have

" how ronment, transnational investments, transborder data flows
and trade problems in services immediately come to mind.

then Even old problems need to be viewed in a new light. Macro

t for policies, agriculture, East-West trade, relations with the less
n the developed countries (Lpcs)—all these raise new problems and
require different interaction than before. But if governments

r the

CTOSS have trouble changing their ways at home, they find it even .
i more difficult in the international sphere. -
; that There is not even enough agreement as yet on how the
Some economic world works. The Germans think fighting inflation -
g. In must always come first. The Japanese cling to trade and exports

| as the number-one priority, and the French believe that reform
there of the international monetary system stands at the top of the

. that . list. The American emphasis on the need to come to grips with

f the : the impact of technology on services is viewed with suspicion
ense. ! by all. Under these circumstances, gnanaging international eco-
vern- nomic policies in the light of a new set of technological facts of
onics ' life, so that the world as a whole comes closer to optimizing

y In- the collective welfare, remains a far distant goal.

1 the ‘ VI

orate _

days. ‘ The position of the GATT on trade matters is perhaps the

y. best case in point. It is in this area that we emerged from
sion- World War II with possibly the earliest and clearest insight
ncies into the limits of sovereign national power, and the best un-
have derstanding that in trade matters, at least, unilateral action by
more : one country does no one much good.

more ; Although the GATT signatories failed to implement the more
now : ambitious International Trade Organization planned at Ha-

o the ‘ vana in 1947-48, the GATT as it did evolve proved an extraor-

1 the : dinary success for the first quarter-century of its existence.
Successive negotiations led to the dismantling of a large part
of industrial tariffs throughout the developed world. The re-
sulting huge increase in world trade was a major factor in the

eco- ;

3onn

orue
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rapid postwar recovery and growth, and helped developed and
developing countries alike.

I recall the cynical prediction by one of the most negative
European delegates during the Kennedy Round, the most
successful GATT negotiations, that the demise of direct tariffs
would make trade problems not better but much worse because
nations would now resort to other more insidious protective
means.

An objective assessment of trade developments in the 1970s
and 1980s, and of the GATT’s declining ability to achieve any
far-reaching positive new results, might lead to the conclusion
that my cynical friend was not entirely wrong. But the principal
explanation for why new forms of protectionism have arisen
and why the problems have become much -more difficult to
resolve lies elsewhere. The major factor is that technology has
created a fundamentally different world from that which pre-
vailed when the Kennedy Round was held: neither the member
governments nor the GATT have as yet fully adjusted their
thinking and their practices to those differences and to what
they mean.

Services are now an important issue in international trade.
Factors of production are not as fixed as before. Knowledge
flows rapidly across the borders of developed countries and
LDCs alike; new competitors come up fast. Technology has
affected agricultural output and productivity and created new
substitutes for primary goods. Above all, floating exchange
rates and sophisticated world electronic networks have made
obsolete the fixed tariff and have altered international eco-
nomic relations in ways no one could have foreseen.

The rise of the multinationals and their capacity to take
advantage of technology without regard to frontiers, the rapid
dissemination of technology and its effect on newly industrial-
ized countries like Brazil, Mexico and Taiwan—all this has
changed the trade problems the world must now face.

But the GATT has remained as it was, and the rules no longer
cover a large portion of what is now relevant in world trade.
The result has been a slowing of progress, a trend more toward
cartelization than cooperation, and more frequent resort to so-
called administrative intervention and all manner of other new ~,
devices to protect domestic producers from the effects of ‘
competition and change. {

As currency values change, as the level of frustration rises, : .
the pressure for restrictive measures increases as well. Thus % *3

< s TS s 408 i s RAH A
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twice as many protectionist proposals now find their way into
the congressional hopper as was the case a decade ago, and
positive moves in the trade field become infinitely more diffi-
cult to achieve.

Yet the case for cooperation in trade, for limiting sovereign
national power through agreement on rules of conduct, for
adjudication of disputes and for the reduction of national
protection remains no less persuasive today than it was two
decades ago. The rising tide still lifts all the boats.

There has been some progress. The Tokyo Round agree-
ment to deal with subsidies, procurement, import licensing and
national standards was a good step forward, and in the current
Uruguay Round there is encouraging evidence of a willingness
finally to begin dealing with the service issue as well. Bilaterally,
perhaps the most significant advance in trade has been the
U.S.-Canadian agreement to remove virtually all tariff and
trade barriers over the next five to ten years. That is a really
important move forward which deserves the fullest support.

The basic problem, though, remains. It is that we need new
trade rules to fit our new needs and a greater willingness by all
countries to come to terms with the way in which technology
has altered what occurs in today’s trading world.

VII

There are other advances and some sound initiatives to help
us come to grips with the needs of our pluralistic economic
world. '

Some progress has been made on improving consultation
and international cooperation through the institutionalization
of the annual Group of Seven summits, since the first one at
Rambouillet in 1974, and in the meetings of the smaller
groups—the regular meetings of the finance ministers and
central bankers of the principal countries.

Summitry has been the subject of considerable debate. Part
of the current conventional wisdom is that the process has
ceased to be of much use—if it ever was. The summits are
criticized as annual rituals long on media hype and little else.
Some think that nothing definitive has ever been decided and
the whole effort is largely a waste of time. As a participant in
three economic summits, 1 do not share these reservations. In
my view, the summits are only a beginning, but a good begin-
ning nevertheless, of a necessary evolutionary process from
which we must learn and which we would do well to deepen
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i and to expand. At a minimum, summitry over the last decade
: is concrete evidence of a growing recognition among the prin-
cipal countries that their economies are interlinked and that
better understanding and common approaches are an impor-
tant, if not an essental, prerequisite for the prosperity of all.

Summits are an important means of exposing presidents and
prime ministers to the realities of our world, a valuable learning
experience of how the viewpoints of key countries on major
issues mesh or diverge and of the limits to strictly national
action on economic matters. The meetings also have the im-
portant advantage of bringing home to congresses, parliaments
and the public the connection of national economic problems
to the world economy as a whole. They can serve as a subtle
and important barrier to wrongheaded and counterproductive
unilateral moves. The very fact that a summit meeting is in the
offing can and does at times act as a counter to ever-present
pressures to go it alone, particularly when it comes to protec-
tionist trade solutions.

Summits are the one most visible opportunity for bringing
together for discussion the whole range of national and inter-
national policies and concerns. My view is that the inevitability
of continuing technological advances in our pluralistic world
argues strongly not for abandoning summitry, but rather for
striving to improve and to build on the process as best we can.

Obviously, an annual two-day meeting of political leaders is
at best a highly limited affair. The experience of the last decade :
reveals its more obvious inadequacies and why, even with
improvements, there are a lot of other things that will have to
be done. For example, it seems to me that the experience of
the “sherpas,” who help set the agenda for summits and do
much of the preparatory work, and of the Group of Seven
ministers should be utilized and built upon for deepened and
expanded contacts.

The sum total of our common problems needs to remain
under constant review, perhaps by establishing more perma- 3
nent machinery for discussion and, where possible, resolution
of the major matters on which international understandings
need to be reached.

VIII

i If my basic thesis is valid that rapid, revolutionary technolog-
ical change has profoundly and permanently altered the do-
mestic and world economic scene, where do we go from here?
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L decade : How can we find ways to adapt national and international j
he prin- ' decision-making? Are there practical avenues for a positive and
and that constructive evolution toward more suitable responses to to-
impor- ‘ day’s needs? . :
of all. : The logic of the electronics revolution leads to a first conclu- !
ents and sion which is basic to everything else, though it is not yet fully
earnng understood and accepted. Simply stated, it is that technology
N major is rapidly making the basic notion of national sovereignty
z}a]no.na] | obsolete in many areas of economic affairs—at least for some g§
the 1m- of the major nations of the world, and ultimately for most: .
faments : —There is now one world capital market. How then can an »
oblems | cre is n P hen can any i
+ subtle major nation hope to conduct a truly effective national g ‘
ductive monetary policy all'on its own? » |
s in the —Exchange rates quickly transmit the effects of key tax, ]
present spending and budget decisions from one major country to .
protec- another. How then can there be a truly independent i 3
national fiscal policy? it
ringing —Factors of production are less fixed and knowledge flows 8
1 inter. - -freely across borders. How then can strictly national rules :—
tability and regulations remain effective if they are out of step %
world - with the rest of the world? { 5
er for ‘ —And if technology can rapidly override the effects, how } ‘
ve can. can national import restrictions and protectionism possibly it
ders is still achieve their stated aims?
decade The conclusion is inescapable that technology has created a |
n with ; world no longer effectively composed of individual national |
ave to ‘ economic entities. Thus, if we continue to act as if nothing has 1
‘nce of changed, our persistence in applying strictly national policies is ’
ind do ' bound to prove frustrating, and often counterproductive as 4
Seven -' well. i
d and ' The second conclusion strikes me as being as obvious as the
5 first. Regardless of where the technology moves, nation-states
emain ’ will continue to exist for a long time to come, and more
perma- ' important, will behave as if they can continue to control key
lupion ! economic events a great deal more effectively than may actually
ndings be the case. i
There are several reasons for this. The practice has been ; |
deeply ingrained over the centuries and will not easily give :
way; as yet there is no ready, practical alternative to continuing
olog- national action much as in the past; even if national measures
e do- on key issues can no longer work, they can still appear to do i
here? so, and thus influence the behavior of markets and managers.
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It is an interesting paradox, but not one that obviates the
validity of the underlying need for change.

My third conclusion is that we need to give greater attention
to the issues and implications raised by the deep impact of
technological change on our lives, on what we do and how it is
done. What is missing is a better and more comprehensive
analysis and an integrated view of the new issues underlying
our current economic problems in light of technological
change.

Yet even with more understanding of the forces at work, it
may still be that the sight of the gallows will have to become
clearer before we can make real progress toward a constructive
response. Perhaps we need more failures and crises before real
changes occur. One hopes not, but history would suggest the
likelihood that it will turn out to be so.

Who will show the way?

My answer to that question is unequivocal and clear. No real
progress is likely or possible without the leadership of the
United States. We are no longer the dominating world eco-
nomic power, but we are still the largest and most powerful
nation. Ours is the world’s largest single market and our
currency remains at the center of international finance. We
remain the political and strategic leader of the West. And we
have the greatest military strength, with worldwide interests
and commitments that span the globe. What happens in the
United States affects world economic events profoundly. We
were the principal architect of the existing framework created
in the wake of the Second World War, and none of these
international economic institutions can evolve without our
active initiative and support.

We are expected to lead, and it is in our interest that we
make the effort to do so. That is as true today as it was 40
years ago, and the importance of doing so, I would say, is now
no less. In fact, one of the great problems of the recent past is
that we have not done so, and that our domestic economic
policies, quite apart from their impact on us, have shown
insufficient evidence of an appreciation of their impact on the
rest of the world.

There is then a further conclusion which few will question
or doubt. An indispensable prerequisite for leadership must be
that our own domestic economic affairs are first put back into
tolerable shape. We cannot suggest solutions to others if we
cannot ourselves apply the right ones at home. We cannot be
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the world’s largest debtor and the world’s economic leader at
the same time. No improved collaboration on monetary and
fiscal matters is possible without a more assured prospect for
better balance in our domestic budgetary accounts. No funda-
mental solutions for solving the LDC debt problem are really
possible if our own debt is not brought under control. And no
effective steps for tackling the new issues in world trade can be
taken if we continue to run $150-billion trade deficits and hope
that a declining dollar alone will absolve us from the need to
make the painful domestic structural reforms.

But leadership toward what? What kind of program would
make sense? That is the central and most difficult question of

all.
IX

We need to define a bold and comprehensive new philosoph-
ical underpinning for the management of domestic and inter-
national economic affairs, a kind of new economic Weltan-
schauung that explicitly recognizes the new problems but also
the enormous opportunities for mankind which technology has
opened up. What I have in mind is a general framework for
the gradual restructuring of domestic and international eco-
nomic relations that corresponds more closely to the techno-
logical realities of our day. The process no doubt will be gradual
and evolutionary, but the underlying principles require clear
definition from the start.

The effort to define a new strategy must be based, first, on
realism, on a willingness to think about the world as it is and
not as it once was, and second, on a recognition that U.S.
hegemony in economic affairs has come to an end; the trian-
gular power bloc of the United States, Japan and the European
Economic Community, and the three-currency grouping of the
dollar, mark and yen has taken its place.

The third principle will be particularly difficult to put across,
but strikes me as a prerequisite for intelligent progress on
almost any front. We need to lead the way in redefining, for
others and for ourselves, the meaning of “‘national interest’ in
broader terms than in the past. Implied here is the proposition
that national interest now dictates for all a limiting of unilateral
moves in economic affairs, and that for all the key actors it
must encompass greater concern over the impact of major
domestic measures on others. It implies acceptance of the
principle of common responsibility for internationally compat-
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ible solutions to domestic needs, and for the creation of and
support for the institutions Necessary to coordinate these efforts
on a broader scale.

unwillingness to collaborate on environmental 1ssues, it can be

argued, is another case in point. .
Fifth and finally, the principle of nonexclusivity, that is, the

need to take account of the broader interdependencies of

deal with currency problems or the connection between market
access and economic aid.

Such a framework for dealing with economic problems, in
light of the new interdependencies technology has wrought,
€an create the much-needed political impetus to adjust national

as well as international practices and institutions to 21 st-century
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way. Based on my own experience over the last 25 years, I can
think of nothing that holds greater promise for improving the
quality of economic governance in the United States than a
reorganization of the way economic decisions are made in
Washington.

On the international scene, the strategy should focus on the
search for improved techniques to coordinate those decisions
that affect the welfare of all in our pluralistic world. I am aware
that there are those who point to the problems and failures of
the past and question whether coordination is possible at all.
My own view is that the record of the past holds as many
instances of success as of failure and that, in any case, the reality
of interdependence dictates that we continue to try to make
coordination work. , -

We must be pragmatic in the means we choose to employ.
The pooling of better, more consistent statistics and informa-
tion would be a step forward. Sometimes merely consultative
mechanisms, more or less formal, may suffice. Elsewhere, new
institutions involving specific multilateral commitments by
member nations will be needed. And we should not shy away
from thinking about entirely new techniques and ideas, even if
they may at first seem as revolutionary as the development of
the microchip itself.

For the joint management of our world financial market,
some bold new thinking is especially needed. Is a single world
central bank as yet too visionary an idea? A case for it certainly
could be made. Are there lesser steps that can more realistically
be conceived? Should the chief currency countries have repre-
sentatives present when their central banks consider key policy
moves? Or are there other even less far-reaching formal coor-
dination or consultation devices that might be tried? These are
the kinds of initiatives, it seems to me, that now require our
serious attention.

For better fiscal policy management and for coordination of
the broader range of economic issues, expanding and strength-
ening the existing machinery provides the most practical op-
portunity for progress. A permanent secretariat doing substan-
tive work for the Group of Seven governments between meet-
ings and for the improved functioning and effectiveness of the
periodic economic summits holds promise. And the new strat-
egy could encompass initiatives toward expanded understand-
ings on a whole list of international economic issues which
technology has raised up, but on which no informal or formal
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means for cooperation or agreements as yet exist. Transna-
tional investments and East-West trade immediately come to
mind. -

The point is simply this. Whether the issue is trade and the
future of GATT, or the problem of Lbc debt and development
and its connection to North-South economic and political re-
lationships as a whole; whether the concern is our common
environment or the evolving economic scene within the Soviet
bloc—in each case technology has created new imperatives
which nations must learn to accept. We must do better in
managing the new economic environment and the new inter-
relationships. In no major country can economic policies re-
main unaffected by the realities of technological change. No
one can escape the conclusion that some issues now require the
surrender of a greater degree of national sovereignty. It is a
deeply political issue, both at home and abroad, but one with
which all countries must come to grips.

Above all, a common strategy is needed to avoid the conflict
which lack of attention to these problems would undoubtedly
create, and to seize the opportunity for advancing the well-
being of mankind which technological change has opened up.
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